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Abstract: Many states have passed medical malpractice law reforms in an effort to retain and attract
physicians. However, it is unclear what the net public health effect of such reforms is. While
reforms are likely to help states retain doctors, they also diminish incentives to provide a high level
of health care. We provide empirical evidence that some malpractice reforms have helped states
retain doctors while others have not. However, retention of doctors comes at a cost. We show that
some malpractice law reforms have lowered the level of care provided. as indicated by an increase
in infant mortality. This suggests that some of the tort reforms lead to worsening health outcomes.
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1. Introduction

Medical malpractice law looms large in tort reform debates in the United States.
Supporters of malpractice law reform claim states that implement reform will attract more
doctors, improving access to healthcare for the state’s residents. One example is Stein (2003)
who suggests that “Americans are beginning to feel the effects of double digit increases in
medical malpractice insurance premiums, which are prompting doctors to flee states with the
highest premiums, refuse to perform high risk procedures, retire early out of frustration or stage
protests such as the one underway in West Virginia (Stein 2003).”

Opponents of malpractice reform suggest that reforms do not significantly affect
insurance rates or physician location decisions. For example, the American Trial Lawyers of
America (ATLA) states that “[t]he claim that doctors are leaving their practices because they

can’t afford insurance is all hype (ATLA 2003).” Further, it is possible that reforms induce

medical professionals to provide a lower level of care.

Theoretical considerations support both views. Effective reforms will lower the cost of
practicing medicine in a given state. This effect attracts more physicians to the state and induces
the physicians presently practicing in the state to remain there. As a consequence, access to
medical care increases, leading to improved public health. However, a less stringent tort law
reduces doctors’ incentives to provide an efficient level of care to their patients, and this
weakened incentive structure might lead to worsening public health outcomes. Thus, the net
effect of medical malpractice reform is theoretically ambiguous.

To date, there is little systematic evidence supporting either view. Moreover, the

theoretical predictions of reform are not clear-cut. If malpractice premiums have been rising for



reasons other than increasing tort judgments, malpractice reform might do little to keep
physicians in a state.' Even if tort judgments are the driving factor in increasing insurance rates.
depending upon the elasticity of demand for health services and the supply elasticity of
physicians, physicians might be able to pass any cost increase on to their customers.”

In this paper, we examine whether tort reform leads to an increase in access to healthcare
as represented by the number of physicians in a state, and whether tort reform leads to worsening
health outcomes, using infant mortality as our health metric. We introduce more precise
measures of tort reform than are used in existing research. Previous work on the effect of tort
reform on health outcomes (e.g., Kessler and McClellan 1996) examines reform somewhat
generically, focusing on broad categories such as direct and indirect reforms. In this paper we
unbundle these categories by examining specific types of medical malpractice reforms. This
allows us to determine which aspect of reform causes any change in outcomes.

To examine the effect of malpractice reform on location decisions, we use annual data on
the number of doctors by specialty in each state for the period from1980 t01998. We show that
some malpractice reforms, specifically caps on non-economic damages, increase the number of
physicians choosing to locate in a given state. However, a number of other reforms, such as

abolishing joint and several liability and establishing victims’ compensation funds, work against

attracting more physicians. This represents the first systematic examination of the effects of

'See, for example, Americans for Insurance Reform (2003) which argues that increasing
rates are primarily an artifact of the financial performance of insurance companies’ portfolios.

*A General Accounting Office (2003, Highlights Section) study of malpractice insurance
premiums determined that increasing losses on medical malpractice claims “appear to be the
primary driver of rate increases in the long run.”

2



specific kinds of reforms on the physician location decision.

For health outcomes we use annual data on state infant mortality from 1980 to 1998. We
find that reversing the collateral source rule leads to an increase in infant mortality rates for both
whites and blacks. Further, we find that reforms that attract more doctors to a state improve the
black infant mortality rate but do not affect infant mortality in the white population.

In section 2, we present the theoretical issues involved in the effect of malpractice reform
on both a physician’s location decision and his care decision. In section 3, we provide empirical
evidence that malpractice reform does help states retain physicians. Section 4 presents evidence
from infant mortality rates suggesting that malpractice reform does lower the level of physician
care, section 5 discusses how our research relates to the literature on defensive medicine, and

section 6 concludes.

2. The Ambiguous Effect of Malpractice Reform on the Location and Care Decisions
2.1 The Location Decision

A doctor’s decision about where to locate is influenced by the costs of practicing
medicine. Part of these costs are premiums for medical malpractice insurance which represent a
significant proportion of a doctor’s operating costs. For example, in Florida, obstetricians pay in
excess of $200,000 per year in malpractice premiums (Coble 2003).

The price of malpractice insurance is influenced by the dollar value of malpractice

judgments assessed against the doctors in the insurance pool. To the extent that tort reform
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reduces these judgements.” the price of the insurance decreases. This reasoning suggests that the
costs of practicing medicine is lower in states that pass effective reforms, making those states
relatively attractive to doctors.*

In addition to the monetary costs, doctors face non-financial costs of malpractice
litigation that are affected by tort reform (Kessler and McClellan 1996). These costs include
reputational harm induced by a lawsuit and time spent and unpleasantness defending against a
claim. If malpractice reform reduces the number or size of claims brought, these non-insurance
costs are accordingly reduced.® Thus, there are direct and indirect channels by which reform
might attract physicians to a given state.

However, some qualifications apply. First, the extent to which high insurance cost states
are less attractive to doctors depends on their ability to pass the cost of the insurance on to their
patients in the form of higher fees (Danzon. Pauly, and Kington 1990). Secondly, patients know
they bear greater financial risks in those states where reforms have been passed. Thus,
depending on the elasticity of demand for medical services, patients in these states might demand
less medical care. This decrease in demand for medical services could have a negative effect on

a state’s ability to attract physicians.

*Danzon (1982, 1986) and Sloan, Mergenhagen, and Bovbjerg (1989) find that liability
caps and required offset from collateral sources reduce payments per insurance claim.

‘Zuckerman, Bovbjerg, and Sloan (1990) find that liability caps reduce malpractice
premiums.

*Although, it is interesting to note that Hughes and Savoca (1999) find that reforms
which increase procedural hurdles for a plaintiff to bring a medical malpractice claim
significantly increase the longevity of a malpractice dispute. Thus, there might be a trade-off for
doctors between the number of claims and the duration of adjudicating any particular claim.
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2.2 The Care Decision

The analysis of the negligence rule in tort implies that a standard of care satisfies the
usual marginal conditions for efficiency (Posner 1998). That is, liability is the rule if care is not
provided up to the point where the marginal benefit of care equals the marginal cost. In the
medical context, this suggests that all care should be taken up to the point where the marginal
value of the health improvement equals the marginal cost of the additional medical care.

The incentive structure of the liability rule is somewhat attenuated since doctors are
generally indemnified against any losses arising out of a malpractice judgment. Because
malpractice insurance premiums are generally not experience rated (Sloan 1990), there might be
little correspondence between the doctor’s care level and the financial cost he bears. However,
insurance companies have the ability to refuse to provide coverage to individuals with
particularly poor records. Also, there might be some internal monitoring of physician activity by
managed care organizations, hospitals, or colleagues who potentially face litigation risk arising
from a doctor’s negligent behavior. Further, as Kessler and McClellan (1996) note, there are
significant non-financial costs to negligent behavior that might induce a physician to provide the
required standard of care. Regardless of the ultimate effect on efficiency, to the extent that
malpractice reforms lower the magnitude or frequency of malpractice claims, reforms will lead
to a lower level of care provided.

It is not clear, however, that this lower level of care will necessarily lead to identifiable
decreases in health outcomes. In the absence of restrictions on non-economic damages or other
tort reforms, doctors might have the incentive to engage in so-called “defensive medicine.”

Kessler and McClellan (1996) provide results suggesting that, in the case of heart disease, fear of



liability induces doctors to engage in treatment and diagnostic procedures that provide little or
no value in terms of improved health outcome. When malpractice reform is implemented,
doctors may reduce their level of defensive medicine with no adverse health consequences.
Thus. without malpractice reform, doctors have an incentive to provide care that has zero
marginal benefit to the patient. If doctors practice defensive medicine, reform has the potential to

change physician behavior with no negative public health consequences.

3. Data and Empirical Model

Medical malpractice reform has the potential of allowing states to aftract and retain
physicians. The reform activities of states over the last few decades provides the opportunity to
examine what reform has achieved in practice. We use American Medical Association (AMA)
data for the period 1980-1998 on the number of doctors by state and by specialty® to examine the
location decisions of doctors. These panel data allow us to perform a difference-in-difference
analysis that uses the adoption of various tort reforms by states as exogenous shocks to the
litigation loss exposure faced by physicians. This method allows us to identify the effect of
changes in laws on the number of doctors per capita in each specialty for every state. In addition
to state fixed effects, we will control for additional covariates that might influence doctors’
choice of location.

We focus on reforms such as caps on non-economic damages, caps on total medical
malpractice damages. the abolition of the collateral source rule. the abolition of joint and several

liability, restrictions on the contingency fees charged by plaintiff’s attorneys, requirements for

*The AMA maintains this data and doctors self-select their specialization.
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defendants to set up annuities to pay victims over time, and the adoption of victims’
compensation funds.

The caps on non-economic damages apply to damages beyond the loss of future income,
medical expenses, and the like. We measure this reform as a dummy variable taking the value of
one if a cap has been adopted by the state in a given year and zero otherwise. We also examine
the effect of the level of the cap, analyzing separate specifications in which the dummy takes the
value of one only if the cap is set at $500,000 or lower, and specifications where the dummy
only takes the value of one if the cap is set at $250,000 or lower. Total malpractice caps are
analyzed with a dummy taking the value of one if any cap is in place in the state for a given year
and zero otherwise.

The collateral source rule is measured through a dummy variable taking the value of one
if a state has reversed the normal rule that disallows offsetting the damages owed by the
tortfeasor by any amount for which the victim has already been compensated or will be
compensated for by an alternate insurer. We measure joint and several liability with a dummy
variable taking the value of one if the state has abolished joint and several liability under which a
victim can collect damages from any party that is potentially jointly responsible for a given
harm. Fee restrictions are measured with a dummy variable taking the value of one if the state
has placed any restriction on attorney’s fees in medical malpractice cases. Similarly, if the state
requires that all or some of a judgment be paid in the form of an annuity, our periodic variable
takes the value of one. Lastly, if the state has established a fund that compensates individuals
suffering adverse medical consequences, our fund indicator takes the value of one.

Among the covariates, we include a variable measuring the percent of the state’s



population with no insurance coverage, expecting a positive relationship between coverage and
the number of doctors. We also control for the effect of a relatively old population by including
a variable measuring the percent of a state’s population aged sixty-five or older, expecting a
positive relationship between the number of doctors and this variable. Further, we include a
measure of the percent of the state population with a secondary education, expecting that a more
educated population demands more medical services. We expect the same with a variable
measuring the per capita income of the state. We also inciude measures of the per capita
governmental transfer payments made to individuals in the state. as well as per capita medical
transfer payments, expecting positive correlations with both of these measures. We also include
per capita alcohol sales as a general measure of the health preferences of the state’s residents,
hypothesizing a negative correlation between the number of doctors and alcohol sales and the
level of doctors. Lastly, we include a variable measuring the percent of the state population that
is black to control for any systematic differences in the demand for health services by race.

We estimate the regression

Docs,, = ¥R, +0OX_ + A +71,

where the R vector captures the reform indicators described above, X, represents a vector of
covariates, A, is a time invariant fixed effect for each specialty by state, and T represents year
effects. The dependent variable is the number of doctors in state s that list specialty 7 as their
primary specialization’ per 100.000 state residents. We estimate the regressions with population

weights,

"The AMA recognizes 232 distinct specializations.
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Table 1 presents the means and standard deviations for the variables employed in our
analysis. Table 2 indicates when states implemented their malpractice reforms. As discussed
previously, and as is evident from the table, the malpractice reform entails seven different
elements and for each element we find variation across states and over time that allows for a

statistical analysis.

3.1 Results for Location Decisions

The results for the regressions examining all doctors are presented in Table 3. The effect
of caps on non-economic damages in general and those set at $500,000 is positive on the number
of doctors per capita, and the result is statistically significant (Table 3, columns 1,2,4, and 5).
That is, states adopting these caps have three percent more doctors per 100,000 residents.
Interestingly, the effect of adopting caps set at $250,000 or below is not statistically significant
although it is still positive (Table 3, columns 3 and 6).

The effect of caps on total medical malpractice damages is negative, leading to a loss of
more than one percent of a state’s doctors per capita, but the result is generally not statistically
significant. Reform of the collateral source rule and the adoption of periodic payments have no
statistically significant effect on the number of doctors. Similarly, eliminating joint and several
liability has an insignificant negative effect on the number of physicians per capita. This result
suggests that doctors might view joint and several liability as a type of litigation shield under
which deeper pockets, such as a hospital, might be available to pay any assessed damages.

Restrictions on attorney’s fees and the creation of victims’ compensation funds are both

negatively related to the number of doctors in a given state. While the negative correlation for



victims® funds makes sense given that funds are financed through fees assessed on doctors, there
is no clear a priori explanation for the negative association with fee restrictions. One possibility
suggested by Helland and Tabarrok (forthcoming) is that limitations on contingency fees actually
increase the likelihood that frivolous lawsuits will be filed. They provide some empirical
evidence for this claim using data on medical malpractice claims litigated in Florida.

The effects of the covariates are generally in line with our predictions. We find that
states with relatively old populations have more doctors per capita, as do relatively well educated
populations. The effects of income and transfer payments are both positive and statistically
significant. States with high rates of alcohol sales have fewer doctors, and the result is
statistically significant. States with relatively large black populations also have relatively more
doctors. The effect of medical transfer payments is not statistically significant.

Since we have multiple observations for each state in each year, following Moulton
(1990) and Bertrand and Duflo (2002), we examine whether our treatment results are robust to
clustering observations by state and find our results substantially unchanged in either sign or
statistical significance (Table 3, columns 4, 5, and 6).

One concern regarding these estimates is that the adoption of tort reform measures may
be endogenous to the number of doctors in the state. For example, if doctors like malpractice
reform in general, politicians in states with large numbers of doctors might find it politically
expedient to adopt reforms. Such a possibility would induce a simultaneity bias that would cast
doubt on the causal interpretation of our results. To tests for this possibility, we performed the
same analyses using a two stage least squares approach, allowing for the endogeneity of the

malpractice reform variables. In this analysis we use political variables as our instruments, such



as indicators of whether the state legislatures were controlled by the Democratic party.’ whether
corporations were prohibited from making political contributions,” as well as other political
variables. While it appears as though we have strong instruments, as implied by first stage F
statistics and overidentification tests, the coefficients on our reform measures do not change
signs or statistical significance. Hausman tests on our estimates indicates we can not reject the
hypothesis that the malpractice reforms are exogenous, suggesting that the OLS estimates are
unbiased and efficient.

Table 4 replicates our analysis using real dollar amounts for the damage caps instead of
indicators. While a few states do tie their caps to inflation, the majority have no such allowance.
Our findings in Table 4 are similar to the previous findings in Table 3. The coefficient on caps
set at $500,000 is positive and statistically significant, but coefficient on $250,000 caps remains
an insignificant determinant of the number of doctors in a given state.

Because doctors self-select their specialty in the AMA data, there might be a concern that
the data do not accurately reflect areas of practice. For example, there might be little incentive
for an obstetrician-gynecologist (OBG in the AMA data) to change his listed specialty to just
gynecology (GYN in the AMA data) even if he decides to stop delivering babies due to liability
issues. Therefore, we next examine whether our previous results hold up when we discard the
information regarding specialty in the data. To do this, we re-examine our data at the state level,
using total physicians per 100,000 residents as our dependent variable.

Table 5 presents regressions using this dependent variable and nominal damage cap

¥This instrument has a statistically significant negative effect on adoption of reforms.
“This instrument has a statistically significant negative effect on reform adoption.
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amounts. All regressions include year and state fixed effects. The last three columns of Table 5
also include state specific time trends. Again we find that non-economic damage caps in general
(Table 5. column 1) and caps set at $500.000 are positively related to the number of doctors per
capita, and this relationship is statistically significant. representing a 3 percent increase in total
physicians per 100,000 state residents (Table 5, column 2). Although the coefficient estimated
for $250.000 caps is positive, it is not statistically significant (Table 5, column 3). Of the other
reforms, abolishing joint and several liability, restricting attorney’s fees, and establishing
victims’ compensation funds all lead to fewer physicians per capita, and the relationships are
statistically significant.

Our results are robust when we include state specific trends. The coefficients on caps in
general and $500,000 caps remain positive and statistically significant (Table 5, column 5). The
$250,000 cap coefficient, however, turns negative and becomes statistically significant (Table 5.
column 6). The signs and significance of attorney’s fee restrictions and victims’ compensation
funds are robust to the inclusion of trends.

Table 6 examines caps using real dollar amounts. In these regressions, all non-economic
damage caps are positively related to the per capita number of doctors in the state. The results
are statistically significant for $500,000 (real) caps either with or without state specific trends.
The coefficient estimated for the $250,000 (real) caps is statistically significant when trends are
included, but insignificant when they are omitted. Contingency fee restrictions and
establishment of victims® compensation funds uniformly lead to statistically significant
reductions in the number of doctors per capita.

In summary. the results show that enacting caps on non-economic damages is an



effective way to attract and retain physicians. On the other hand, restricting contingency fees,
abolishing joint an several liability, and establishing victims’ compensation funds might be
counterproductive in terms of getting physicians to locate in a given state. General malpractice
damage caps. collateral source reform, and mandating periodic payments are not systematically

related to the per capita number of physicians in a state.

3.2. Resulits for Health Outcomes: Infant Mortality Rates

To analyze the public health consequences of malpractice reform, we need not only
examine the benefit side ( i.e., whether reforms attract doctors), but also to examine the cost (i.e.,
whether reforms lead to worsening health outcomes). To do this, we focus on the effect of
reforms on infant mortality using data on the death rates of children during the first 6 days after
birth, again using a difference-in-difference design that employs the same reform measures.'

Because of evidence of racial discrepancies in infant mortality rates (Leslie, Galvin,
Diehl, Bennett, and Buescher 2003), we examine white and black mortality separately. We use
many of the same covariates, changing the age measure to the percent of the state population
aged 15-19 because young mothers experience more difficult pregnancies (Phipps, Sowers, and
DeMonner, 2002). We also add a measure of the abortion rate to control for the possibility that
abortion might be a way to prevent post-birth mortality."’

Regardless of race, we find that collateral source reform leads to a statistically significant

'“All of the results that follow are robust to examining 28-day and 1-year mortality rates
as well.

""'See Gruber, Levine, and Staiger (1999).
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increase in infant mortality regardless of whether state specific times trends are included (Tables
9 and 10) or not {Tables 7 and 8). For whites, the increase is estimated to be between 10.3 and
14.6 additional deaths per 100.000 births (Tables 7 and 9. columns 1-3; Tables 8 and 10,
columns 1-2). This represents an increase of about 3 percent. For blacks, the collateral source
reversal leads to between 47.6 and 72.6 additional deaths per 100,000 births, a percentage
increase between 5 and 8 percent (Tables 7 and 9, columns 4-6; Tables 8 and 10, columns 3-4).
These results suggest that the level of care provided decreases with the passage of collateral
source reform. Unfortunately, from the aggregate data, it is not possible to identify the source of
the decline. In principle, it could be the declining care by the obstetrician, the child’s
pediatrician, or the hospital and its staff in general or some combination of each. Sloan, Entman,
Reilly, Glass, Hickson, and Zhang (1997) present results demonstrating that the behavior of
obstetricians is not very responsive to variation in liability exposure, perhaps suggesting that our
results are driven by some other party.'

The other reform measures that have a consistently significant effect on infant mortality
are non-economic damage caps. Interestingly, for whites, caps have no statistically significant

effect, while for blacks, enacting caps reduces mortality by about 67 deaths per 100,000 births

(Tables 7-10). This seven percent decrease is statistically significant. In the specifications

?An additional possibility is that when the standard collateral source rule is in place,
insurers use subrogation to obtain compensation from hospitals and physicians. In general, if the
rule is reversed, insurers will no longer have this option. leading to an increase in the price of
first party insurance. This price increase leads to a decrease in the amount of health insurance
purchased, generating a marginal increase in infant mortality. Although we do control for the
fraction of a state’s residents without health insurance, this variable is likely to be measured with
error, keeping us from entirely capturing the insurance effect with our uninsured variable.
However. it seems unlikely that this possibility could account for all, or even the majority, of the
effect we estimate for collateral source reform.
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including state specific trends, while still negative, the coefficient is no longer statistically
significant.

Relating these results to the results in the previous section, it is interesting to note that
non-economic damage caps consistently and significantly increase the number of physicians
practicing in a state. This suggests that blacks might benefit significantly from the increased
access and continuity of care occasioned by states attracting and retaining doctors through non-
economic damage caps, while both whites and blacks suffer due to a lower standard of care
provided as a result of collateral source reform. None of the other reforms generate statistically
significant effects on infant mortality for either whites or blacks, regardless of the specification.

The relationships we estimate between reform measures and infant mortality rates appear
to be causal. 1f we use instrumental variables techniques to control for potential simultaneity
between reform adoption and infant mortality, through political variables that perform well as
instruments as discussed above, Hausman tests indicate that these reforms are not endogenous
and that the OLS estimates are unbiased and efficient.

In summary, these results show that collateral source reform leads to increased infant
mortality. This change in the quality of care provided affects both white and black patients.
However, reforms that increase the number of doctors practicing in a state (i.e., non-economic

damages caps) have the potential to improve health outcomes for the blacks.

5. Do Doctors Practice Defensive Medicine?
It is perhaps interesting to relate the results reported in this paper to previous work on the

health effects of malpractice reforms, specifically to the work by Kessler and McClellan (1996).

.
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In their seminal article. using micro-level Medicare data, they examine the effect of malpractice
reforms on both doctor behavior and health outcomes in the context of heart disease. Their
results suggest that while reforms reduce medical expenditures significantly, they have no effect
on health outcomes. They suggest that the reduction comes from doctors eliminating defensive
practices which provide no health benefits but might provide cover for a physician in a lawsuit.
When the threat of lawsuits is diminished through reforms, doctors eliminate the inefficient
practices without worsening patient health.

The discrepancy between Kessler and McClellan’s (1996) results on health outcomes and
ours begs the question of why we should observe a difference. A simple answer is that, perhaps.
the behavior of cardiac doctors and obstetricians differs systematically. That is, it is possible
that there might be reasons why doctors in different specialties have different reactions to
variations in lability exposure. It is possible that our results may suggest a reduction in
defensive medicine as well. Though not as clear-cut as Kessler and McClellan’s (1996) results,
it is theoretically possible that the increase in infant mortality occasioned by reforms represents a
reduction in efforts to save very high risk babies who can be saved only at high expense.

Another possible explanation arises from the coding of the reforms. Instead of entering
each type of reform into the regressions separately, Kessler and McClellan (1996) code reforms
as “direct” (which includes caps and collateral source reform) or indirect (which includes all
other reforms), and examine the effect on treatments and health outcomes. 1f we code reforms in
this manner, it is impossible to independently observe the effects of damage caps and collateral
source reform. In our regressions, coding reforms in this manner yields results suggesting a

positive association between direct reforms and infant mortality and a negative association
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between indirect reforms and infant mortality.

6. Conclusion

Many states have passed medical malpractice reforms in efforts to attract and retain
physicians. We provide evidence that some of these reforms, particularly caps on non-economic
damages, are effective in achieving this goal, but that some kinds of reform are counter-
productive, such as abolishing joint and several liability, restricting attorney’s fees, and
establishing victims™ compensation funds.

However, it is not clear that achieving this goal advances the public health. While
reforms might be an effective strategy for increasing the level of doctors in a given state, they
also lower the standard of care provided. We provide evidence that this is the case for infant
mortality, showing that collateral source reform leads to a statistically significant increase in
infant mortality rates. For the black community, however, reforms that increase the number of
doctors practicing in a state have the potential to improve health outcomes, at least in the case of
infant mortality.

Future research should examine whether our results are peculiar to using infant mortality
as a health metric. Different types of tort reform might have different impacts on various health
outcomes and medical treatments. Research that uses the specific tort reform measures provides
insights for future state and federal malpractice policy and might stimulate theoretical work

modeling the various components of tort reform.
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Table 1
Descriptive Statistics

Variable Deseription Mean Std. Dev. Souree
Physicians Number of Physicians in Each State by 45.74 266.45  AMA
Specialty
Physicians per 100.000 pop Physicians/State Population (in 100.000's) 0.87 340  AMA
Total Physicians Number of Physicians in Each State 10.565.78 1299561 AMA
Total Physicians per 100.000 pop Total Physicians/State Population (in 200.06 66.61  AMA
100.000's)
White 6-Day Infant Mortality Rate Number of White Infant Deaths Occurring 427.44 123.97 CDC
during First 6 Days after Birth per 100.000
White Births
Black 6-Day Infant Mortality Rate Number of Black Infant Deaths Occurring 945.05 635.30 CDC
during First 6 Days after Birth per 100,000
Black Births
Non-economic =1 if State has Passed a Cap on Non- 0.21 0.41  ATRA
Damages Cap Economic Damages in Medical
Malpractice Cases
Non-economic = 1 if State has Passed a Cap of $500.000 0.20 0.40  ATRA
Damages Cap ($500.000 nominal) or less on Non-Economic Damages in
Medical Malpractice Cases
Non-economic = | if State has Passed a Cap of $230.000 0.06 0.24 ATRA
Damages Cap ($230.000 nominal) or less on Non-Economic Damages in
Medical Malpractice Cases
Non-economic =1 if State has Passed a Cap (deflated by 0.20 0.40 ATRA.
Damages Cap ($500.000 real) CP1. 1982-1984 base) of $500.000 or less BLS
on Non-Economic Damages in Medical
Malpractice Cases
Non-economic = 1 if State has Passed a Cap (deflated by 0.12 0.32  ATRA,
Damages Cap ($250.000 real) CPI1, 1982-1984 base) of $230.000 or less BLS
on Non-Economic Damages in Medical
Malpractice Cases
Medical Malpractice Cap =1 if State has Passed a Cap on Total 0.09 0.29 ATRA
Medical Malpractice Damages
Collateral Source =1 if State has Abolished the Collateral 0.45 0.50 ATRA
Source Rule
Joint and Several =1 if State has Abolished Joint and 0.23 0.42 ATRA
Several Liability
Contingency = 1if State has-Adopted Limitations on 0.41 0.49 ATRA
Fees Charged by Plaintiff's Attorney
Periodic = | if State has Mandated Periodic 0.29 045 ATRA
Payments of Judgments
Victim Fund =1 if State has Established a Victim 0.06 0.24 ATRA
Compensation Fund
Uninsured Percent of State Population with no 0.16 0.05 BLS

Insurance




Per 65+ Percent of State Population that is 65 or

Older

Per 15-19 Percent of State Population Between Ages
of 15and 19

Secondary Education Percent of State Population with High

School Education

Income Personal Income (in $1.000's) Deflated by
CPI
Transfers Per Capita Governmental Transfer

Payments Deflated by CPI

Medical Transfers Per Capita Medical Transfer Payments
Deflated by CPI

Alcohol Alcohol Sales (in gallons of ethanol) per
Person aged 14 and older

Per Black Percent of State Population that is Black

Abortion Rate Number of Legal Abortions Performed in
State per 1.000 Women Aged 15-44

0.12

0.08

1.77

0.02

0.01

0.08

2.66

0.40

o
>

Census

Census

Census

BEA, BLS

BEA.BLS

BEA.BLS

NIH

Census

AGI

AGI: Alan Guttmacher Institute

AMA: American Medical Association
ATRA: American Tort Reform Association
BEA: Bureau of Economic Analysis

BLS: Bureau of Labor Statistics

CDC: Centers for Disease Control

Census: Census Bureau

NIH: National Institutes of Health
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Wisconsin Insuronce Res port Business of 2003

Searegared Frnds, Paffen 15 Compensation Fund

Patients Compensation Fund (Fund)

The Fund was created in 1975 (o provide excess The Board is assisted by an Underwriting and
medical malpractice insurance for Wi 1sconsin health care Actuarial Commi tee, a Legal Committee, a Claims
providers. The Fund is governed by a 13-member Board Committee, an InvestmentFinance and Audit Committee,

of Governors (Board) that consists of 3 insurance a Risk Management Steering Committee, and a Peer
mndustry representatives, a member named by the  Review Council. The Board and Its committees meet
Wisconsin Academy of Trial I Lawyers, 2 member named quarterly.

by the State Bar Association, 2 members named by the

State Medical Society of Wisconsin. a member named The Fund operates on a fiscal vear basis—July 1
by the Wisconsin Hospital Association, 4 public through June 30. Administrative COSts, operating costs,
members appointed by the Govern or, and the and claim payments are funded through assessments on
Commissioner of Insurance who serves as the chair. The participating health care providers.

Fund’s administrative staff is provided by OCI.

Physicians in Patients Compensation Fund
1994-2003
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Wisconsin Insurance Report Business of 2003
Secregated Funds, Fatients Compensation Fund

Patients Compensation Fund Composition
December 31, 2003

All Other
Paricipants
5%

Corporations
10%

Physicians
BE%

All Other Participants in Patients Com pensation Fund
December 31, 2003
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Patients Compensation Fund Participants
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Wisconsin Insurance Rey

As of December 31, 2003, the vast majority of Fund
participants were physicians at 85% with corporations
comprising another 10% and the remaining 5% comprised
of various other participant types, as illustrated in the
charts on the previous page. At year-end 2003, Fund
participants totaled 13,191 comprised of 11,145 physi-
cians, 1,323 corporations, 492 nurse anes ’h istg, 118
hospitals with 27 affiliated musing homes, 50 parter-
ships. 21 hospital-owned or controlled entities, 14
ambulatory surgery centers, and 1 cooperative.

From July 1, 1975, through December 31, 2003, 4,944
claims had been filed in w hich the Fund was named. During
this period. the Fund’s total number of paid claims
increased to 609, iotaling $548.014,819. Of the total
number of claims in which the Fund has been named.
4,108 claims have been closed with no indemnity
payment. Of the remaining open claims reported as of
December 31, 2003, 24 cases carried aggregate case
reserves 0f$27,833,071, while 203 cases had no reserves

established.

Secrevared Funds. Parients Compensation Fund

vort Business of 2003

Major Activities for 2003:

* Fund adminisration. in conjunction with legal
counsel, closely monitored claims filed which
challenge the constitutionality of the noneco-
nomic and »\frozwfui death caps. This is an
ongoing issue and will be closely monitored

* Fund administration closely monitored the use
of outside counsel. Pursuant to a court decision
in 2000, the Fund hires separate defense counsel
on each claim. Fund staff monitors the claims
and the use of these outside counsel to ensure
that while the Fund receives the necessary
representation, that legal fees are controlled.

* Extensive work continued during 2003 to verify
and process up-to-date exemption status for
providers that held a license to practice in
Wisconsin but for which a current exemption or
certificate was not on file with the Fund.
Providers that remain in noncompliance are
referred to their respective licensing boards for
enforcement action by that board. As of
December 31, 2003, 9,103 providers claimed an
exemption from the Fund. The various basis for
the exemptions are illustrated in the chart below:

December
Temporarily
Ceasing
Retired Practice
14.4% 1.4%
< ;
Federal
Employee|™™
45%

Practice Out of

Patients Compensation Fund Exemptions
31, 2003

Less Than
240 Hours
25.2%

Not Yet
Practicing
16.1%

24 6%

the State State?County,

or Municipal
Empiloyee
13.8%




Patients Compensation Fund
Balance Sheet
June 30, 2003, Unaudited

Assets
Current Assets

Cash S

State fnvestment Shares
Short-term Investment Income Receivable
Bond Investment Income Receyvable
Short-term Investments
Assesgments Recelvable
Less: Allowance for Uncollecubie Accounts
Prepaid ltems
Office Supplies
Other Receivables

Total Cuarrent Assets

Noncurrent Assets

Long-term Investments (market value)

Furniture & Equipment (net of depreciation)
Total Noncurrent Assets

Total Assets 3

Following are financial statementis—ba
June 30, 2003. The figures reported are on an unaudited basis.

Wisconsin Insurance Report Business of 2003

15 Lo

1.291.293
4,780,000
22,34
8.381.962
10,802,247
146,292

641.986.123
6.041

641,992,164

667.445.867

fiabilities and Fund Equity
Current Liabilities
Future Benefits and Loss Liabilities -
Short-term ' §
Unearned Assessments Levied
Provider Refunds Payable
Medical Mediation Panels Payable
General & Administrative Expense Payable
Vouchers Payable
Compensated Absences
Total Current Liabilities

Noncurrent Liabilities

Liability for IBNR

Liability for Reported Losses

Liability for LAE

Estimated Unpaid Loss Liabilities

Less: Amount Representing Interest

Discounted Loss Liabilities

Liabilities for Furure Medical Expenses

Total Loss Liabilities

Contributions Being Held

Lass Liabilities and Contributions

Less: Short-term Future Benefits &
Loss Liabiliues

Long-term Future Benefits &

Compensated Absences - Long-tert
Total Noncurrent Liabilities

Total Liabilities

Fund Equity

Total Liabilities and Fund Equity

2,910
80,061
60.178

8.679
77.550.713

800,026,833
31,966,378

41,145,941

873.139,152

218284 788

654.854 364
1.060.936
655,915,300

400.000

656,315.300

74.375.000

581,940.300

22.506
581.962.806

2w

on F

Patients Compensation Fund
Statement of Income
June 38, 2003, Unaudited

Operating Revenues:

Assesements Levied (net of unearned}) S

Investment Income

Unrealized gain (adjustment to market value)
Change in Bond Premium (Discount)
Assessment Interest Income

Administrative Fee Income

Surcharge income

Other Income

Total Operating Revenues

Operating Expenses:
Underwrinung Expenses:
Net Losses Paid
Interest on Loss Payments
LAE Paid
Risk Mgt Exp
Medical Expense Paid
Change in Liability for IBNR
Change in Liability for Reported Losses
Change in Liability for LAE
Change in Amount Representing interest
Change in Liability for Future Med Expenses
Total Underwriting Expenses
General and Administrative Expenses
Depreciation Expense
Total Operating Expenses

Net Operating Income (Loss)
Non-Operating Revenues and Expenses:

Loss on Disposal of Fixed Assets
Net Gain (Loss)

Retained Earnings
etained Earnings. Begining of Period
Other Adjustinents

Retained Earnings, End of Year

lance sheet and income statement—for the Fund for the fiscal year ending

29,463,735
35 BIZRTY
39,584,569
(906,355)
127,967
43,632

0

80.523

|

104,217,949

$ 20,682,562
364.791
4225616
21,407

6,604,102

$ 7.932.349




